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IN THE MATTER OF THE APPLICATION OF
UTILITY SOURCE, L.L.C. FOR A
DETERMINATION OF THE CURRENT FAIR
VALUE OF ITS UTILITY PROPERTY AND FOR
AN INCREASE IN ITS WATER AND
WASTEWATER RATES AND CHARGES FOR
UTILITY SERVICE. OPINION AND GRDER

November 28, 2006 (Procedural Conference), April 13,
2007 (Prehearing Conference), June 19 and 20, 2007.

January 22,
(Flagstaff)

20071 (Phoenix), March 19, 20072

Phoenix. Arizona

Teena Wolfe

Mike Gleason, Chainman
William A. Mundell, Commissioner
Kristin K. MayeS, Commissioner
Gary Pierce, Commissioner

Mr. Richard L. Sallquist, SALLQUIST, DRUMMOND
& O'CONNOR, on behalf of Utility Source,

Mr. Starr Lamphere in pro person,

Mr. David Hitesman, in pro person,

Mr. Dennis Jones, in pro person, and
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Mr. Charles Hains, Staff Attorney, Legal Division, on
b eh a l f  o f  t h e  U t i l i t i e s  D i v i s i o n  o f  t h e  Ar i z o n a
Corporation Commission.

1 Ass is tant Chief Adminis tra tive Law Judge Dwight Nodes  held the January 22, 2007, public comment sess ion.
z The Commissioners  held the March 19, 2007, public comment sess ion.
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On Ma y 1, 2006, Utility S ource , LLC ("Utility S ource " or "Compa ny") tile d with the  Arizona

Corpora tion Commiss ion ("Commiss ion") a n a pplica tion for a  de te rmina tion of the  curre nt fa ir va lue

of its  utility pla nt a nd prope rty a nd for incre a se s  in its  ra te s  a nd cha rge s  for wa te r a nd wa s te wa te r

utility s e rvice  provide d to cus tome rs  in the  Compa ny's  s e rvice  a re a , loca te d a pproxima te ly e ight

mile s  wes t of Flags ta ff, nea r Be llemont in Coconino County, Arizona .

Following the  filing of a dditiona l informa tion by the  Compa ny, the  Commis s ion's  Utilitie s

Divis ion S ta ff ("S ta ff`) found the  a pplica tion sufficie nt on July 3, 2006, a nd cla s s ifie d the  Compa ny

as  a  Class  C utility.

By Procedura l Order issued July 10, 2006, a  hea ring in this  matte r was  scheduled for January

l l 22, 2007, and other procedural deadlines were  established.

By P roce dura l Orde r is sue d De ce mbe r 20, 2006, the  he a ring da te  wa s  continue d to April 3,

13 2007, and the  timeclock in this  matte r was extended accordingly.

Inte rvention was  granted to Mr. S ta rr Lamphere , Mr. David Hitesrnan, and Mr. Dennis  Jones .

On Janua ry 22, 2007, a t the  time  and place  noticed for the  hea ring, an opportunity for public

comme nts  wa s  provide d. The  Compa ny a nd S ta ff a ppe a re d through counse l. No me mbe rs  of the

public appeared.

On March 19, 2007, a  public comment hea ring was  he ld by Commiss ione rs  a t the  Coconino

County Boa rd of Supe rvisors  Me e ting Room in Fla gs ta ff, Arizona . Me mbe rs  of the  public a tte nde d,

and severa l customers  of the  Company provided the ir comments  on the  applica tion.

By P roce dura l Orde r is s ue d on Ma rch 16, 2007, the  he a ring da te  wa s  continue d to Ma y l,2 1

22 2007. Following the  pre -hea ring confe rence  he ld 011 April 13, 2007, the  hea ring da te  was  continued

23

24

25

to May 2, 2007.

On April 27, 2007, the  Compa ny file d a  Motion for Continua nce  due  to una va ila bility of

counse l. On April 30, 2007, a  Procedura l Orde r was  issued continuing the  hea ring to June  19, 2007,

26

27 o n  J u n e  1 9 ,  2 0 0 7 ,  b e fo re  a  d u ly a u th o rize d

"8 Adnlinis tl'a tive  La w Judge  of the  Commiss ion. The  Compa ny a nd S ta ff a ppe a re d through counse l

and suspending the  applicable  tiineclock during the  continuance .

The  he a ring comme nce d a s  s che dule d

2 DECIS ION NO. 7 0 1 4 0
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and presented evidence . Inte rve ne rs  Mr. S ta rr La mphe re , Mr. Da vid Hite s ma n, a nd Mr. De nnis

Jones  appea red, each on his  own beha lf Following the  filing of pos t-hea ring brie fs  by Utility Source ,

S ta ff and Mr. David Hitesman, and othe r pos t-hearing filings , the  matte r was  taken under advisement

pending the  issuance  of a  Recommended Opinion and Order for considera tion by the  Commission.

5 DIS CUS S ION

6 A. BACKGROUND
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The  Commis s ion orde re d Utility S ource  to file  this  ra te  a pplica tion in De cis ion No. 67446

(J anua ry 4, 2005), which granted the  Company its  Ce rtifica te  of Convenience  and Neces s ity (CC&N)

and set.wa te r and s ewer ra te s . Utility Source  began a s  a  homeowners ' a s s ocia tion, controlled by the

deve loper. The  home owne rs ' a s s oc ia tion ins ta lle d  utility fa c ilitie s ,  P rovide d wa te r a nd utility

s e rvices , and es tablis hed ra te s  without firs t having obta ined authority from the  Commis s ion to do s o.

De cis ion No. 67446 impos e d a  pe na lty of $20,000, a nd orde re d tha t a ll the  a s s e ts  us e d in the

provis ion of utility s e rvice  be  tra ns fe rre d to the  Compa ny. De cis ion No. 67446 found tha t incre a s ing

ra te s  to a  le ve l comme ns ura te  with the  Compa ny's  proje cte d re ve nue s , e xpe ns e s , a nd numbe r of

cus tomers  a t the  end of five  yea rs  of opera tions , a s  is  cus tomary with new CC&N applica tions , would

re s ult in a n uncons ciona ble  incre a s e  for e xis ting cus tome rs  (De cis ion No. 67446 a t 16, Findings  of

Fa ct No. 31). De cis ion No. 67446 a ls o found tha t cus tome rs  ha d not be e n provide dnotice  in the

CC&N proce e ding tha t highe r rates might re s ult (Id. a t 16, Findings  of Fa ct No. 32). De cis ion No.

67446 the re fore  a uthorize d the  Compa ny to continue  cha rging the  wa te r a nd s e we r ra te s  tha t the

home owne rs ' a s s ocia tion ha d be e n cha rging, finding tha t "[t]he  initia l ra te s  for Utility Source  s hould

the re fore  be  s e t a t the  curre nt le ve l until a n inve s tiga tion ca n be  unde rta ke n in a  full ra te  ca s e  to

de te rmine  the  cos t of plant tha t is  used and useful in the  provis ion of s e rvice  to cus tomers , a s  we ll a s

an appropria te  leve l of revenues  and expens es " (Decis ion No. 67446 a t 16, Findings  of Fact. No. 32).

While  Decis ions  granting CC&Ns  us ua lly orde r the  Company to file  a  ra te  ca s e  a t the  end of the  firs t

five  ye a r pe riod of ope ra tions , De cis ion No. 67446 orde re d the  Compa ny to file  a  ra te  a pplica tion

based on a  2005 tes t year within 17 months , due  to the  inte rim na ture  of the  initia l ra tes  authorized by

the  Decis ion (Decis ion No. 67446 a t 18, Findings  of Fact No. 37).

De cis ion No. 67446 ma de  s pe cific findings  re ga rding the  ra te s  ille ga lly s e t by the  de ve lope r
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of Fla gs ta ff Me a dows , the  de ve lopme nt tha t is  s e rve d by Utility S ource  .The  De cis ion s ta te d tha t it

appeared tha t the  deve loper induced cus tomers  to purchase  homes with wa te r and wastewate r ra tes

insufficient to support the  construction and long-te rm opera tions  of wa te r and wastewate r sys tems for

the  pla nne d de ve lopme nt (De cis ion No. 67446 a t ll, Findings  of Fa ct No. 26). The  Commis s ion

orde red the  Company to notify its  cus tomers  tha t the  Company had commenced ope ra tions  without

Commiss ion authoriza tion, and tha t highe r ra te s  for cus tomers  would like ly re sult in the  future  due  to

the  Company's  actions (Id. a t 18, Findings  of Fa ct No. 38). In complia nce  with the  re quire me nts  of

8

9

Decis ion No. 67446, on February 2, 2005, the  Company mailed the  following notice  to its  cus tomers :
PLEASE READ

UTILITY SOURCE, LLC

1 0 IMPORTANT NOTICE REGARDING WATER
AND WASTEWATER RATES

11
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20

On Ja nua ry 4, 2005, the  Arizona  Corpora tion Commiss ion ("Commiss ion") a pprove d
Utility S ource , LLC's  (the  "Compa ny") re que s t to  provide  wa te r a nd wa s te wa te r
se rvice  to the  Fla gs ta ff Me a dows  De ve lopme nt. Although the  Commiss ion [ha d] not
a uthorize d the  Compa ny to provide  those  s e rvice s , the  wa te r a nd wa s te wa te r ra te s
curre ntly in e ffe ct we re  not a pprove d by the  Commis s ion, be ca us e  the  Compa ny
commenced ope ra tions  without Commiss ion authority. The re fore , the  se tting of initia l
ra te s  tha t support the  cons truction and long-te rm ope ra tions  of wa te r and was tewa te r
s ys te ms  for the  pla nne d de ve lopme nt occurre d without Commis s ion a uthority. The
curre nt ra te s  we re  a rtificia lly se t by the  Compa ny a nd ma y not be  sufficie nt to cove r
the  on-going cos ts  of providing se rvice . The re fore , in a n a tte mpt to ba la nce  e quitie s
be twe e n  the  Compa ny a nd  its  cus tome rs  a nd  to  p rovide  a de qua te  no tice , the
Commiss ion has  required the  Company to file  a  ra te  applica tion by May 1, 2006, tha t
ma y re s ult in highe r ra te s . Cus tome rs  will be  give n notice  of tha t filing whe n ma de ,
which sha ll include  the  Commiss ion S ta ff's  e s tima te  of proposed ra te  leve ls . You will
have  an opportunity to be  heard before  the  Commission regarding tha t applica tion.

(Affidavit of Ma iling docke ted on Februa ry 3, 2005, in Docke t No. WS-04235A~04-0073).
21

22
the following:

2 3

Decis ion No. 67446 denied the  Company's  reques t for approva l of a  hook-up fee  ta riff, noting

24

25

26

27

[T]he  utility company and the  deve loper a re  one  and the  same, and the  deve loper has ,
to this  point, a ppa re ntly chos e n to ins ta ll the  e ntire ty of the  s ys te m without us ing
a dva nce s  or contributions , the re by infla ting the  Compa ny's  ra te  ba se  a nd thus  ra te s
tha t ma y ultima te ly be  pa id by cus tome rs . We  be lie ve  it is  ina ppropria te  to a llow the
Compa ny/de ve lope r to be ne fit furthe r from impos ition of hook-up fe e s  whe re  the
Company has  made  no e ffort to mitiga te  the  potentia l ra te  e ffect on customers  through
the  use  of main extension agreements  a llowed under Commission rules .

28

4 DECISION NO. 7 0 1 4 0



4 DOCKET no. WS -04235A-06-0303
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1 (Decis ion No. 67446 a t 8, Findings  of Fact No. 16).

De cis ion No. 67446 a ls o de nie d the  Compa ny's  re que s t for long-te rm de bt, s ta ting the

3 following:

4

5

6

7

Utility S ource  ha s  not a va ile d its e lf of the  opportunity to ne gotia te  ma in e xte ns ion
a gre e me nts  but by its  a ctions  ha s , ins te a d, pursue d a  de ve lopme nt s tra te gy tha t will
po te n tia lly ha ve  the  e ffe c t o f s a dd ling  the  Compa ny's  cus tome rs  with  undu ly
burde nsome  ra te s . We  do not be lie ve  it is  a ppropria te  to a dd a n a dditiona l fina ncia l
burde n on the  Compa ny's  cus tome rs  by a pproving a  fina ncing proposa l tha t furthe r
insula te s  the  utility company/deve lope r from risk.

8 (Decis ion No. 67446 a t 9, Findings  of Fact No. 21).

9 B. AP P LIC ATIO N

1 0

11

1 2

1 3

Utility S ource  file d its  ra te  a pplica tion on Ma y 1, 2006. S ta ff found the  applica tion sufficient

on July 3, 2006, following Utility S ource 's  provis ion of supple me nta l informa tion. The  a pplica tion is

based on a  tes t year ending December 31, 2005. At the  end of the  tes t year, the  Company sewed 337

cus tomers  through its  Wate r Divis ion and its  Sewer Divis ion.

1 4 1. Water Division

1 5 For its  wa te r divis ion, the  applica tion reques ted a  revenue  increa se  of $40l,166, or a  230.03

16 pe rcent increase  ove r te s t yea r adjus ted ope ra ting income  of ($77,896). Utility Source  la te r amended

17 its  reques t to a  revenue  increa se  of $312,361, or a  179.18 pe rcent increa se  ove r te s t yea r adjus ted

1 8

1 9

operating income of ($23,286). Staff recommends a revenue increase of $192,858, or a 110.63

percent increase over adj used test year operating income of ($21,340).

20 2. Sewer Division

For its  sewer divis ion, the  applica tion reques ted a  revenue  increase  of $l87,117, or a  164.27

22 pe rce nt incre a se  ove r te s t ye a r a djus te d ope ra ting income  of ($40,0l4). Utility Source  la te r a me nde d

23 its  reques t to a  revenue  increase  of $139,654, or a  122.61 pe rcent increase  ove r adjus ted te s t yea r

2 1

24 ope ra ting income  of ($22,959). S ta ff re comme nds  a  re ve nue  incre a s e  of $l21,549, or a  106.71

25 percent increase  over adjus ted tes t yea r opera ting income of ($22,441).

2 6  C _ RATE BASE

27 S ta ff re comme nds , a nd  the  Compa ny ha s  a cce p te d , s e ve ra l d is a llowa nce s  from the

28
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1

2

Co mp a n y's  p ro p o s e d  p la n t in  s e rvice  fo r its  wa te r a n d  s e we r d ivis io n s ,  b a s e d  o n  la ck o f

substantia tion of the  used and usefulness of plant a t the  end of the  test year.

3 1. Water Division

4

5

6

7

8

9

1 0

1 1

The  Compa ny propose s  a n a djus te d origina l cos t ra te  ba se  ("OCRB") of $2,753,096 for its

wa te r divis ion. The  Compa ny did not file  re cons truction cos t ne w le s s  de pre cia tion ("RCND")

schedules . The  Company's  proposed OCRB includes  its  Deep Well Number Four in plant in se rvice .

S ta ff pre sented three  sepa ra te  scena rios  for cons ide ra tion. S ta ff recommends  tha t the  Commiss ion

a dopt its  Sce na rio One , which include s  the  Compa ny's  De e p We ll Numbe r Four in pla nt in se rvice ,

for a n a djus te d OCRB of $2,753,095. S ta ffs  S ce na rio Two include s  the  s a me  a djus te d OCRB of

$2,753,095, and S ta ffs  Scena rio Three  excludes  Deep Well Number Four from plant in se rvice , with

an adjusted OCRB of $2,053,793.

1 2 a. Plant in Service

1 3

1 4

15

1 6

1 7

1 8

1 9

20

21

22

23

24

S ta ffs  e ngine e ring a na lys is  found tha t De e p We ll Numbe r Four wa s  not us e d a nd us e ful

during the  te s t ye a r. The  Compa ny doe s  not dispute  this  finding. Howe ve r, the  Compa ny propose s

to include  the  $736,583 cos t of De e p We ll Numbe r Four in pla nt in s e rvice  in conjunction with a

revenue  requirement reduction proposa l. The  Company proposes  to add pro forma revenues to actua l

te s t yea r revenues , iii orde r to reduce  its  revenue  requirement in this  case . The  proposed pro Ronna

revenues  a re  equiva lent to an amount tha t would be  rece ived if 350 additiona l cus tomers  had exis ted

in the  te s t ye a r. Inclus ion of those  pro forma  re ve nue s , a long with inclus ion of De e p We ll Numbe r

Four in ra te  ba se , would ha ve  the  e ffe ct of a  lowe r ra te  incre a se  tha n would othe rwise  be  re quire d.

The  Compa ny be lie ve s  tha t if the  pro forma  re ve nue s  a re  include d, it is  e quita ble  to a ls o include

De e p We ll Numbe r Four in pla nt in s e rvice . The  Compa ny e xpla ins  tha t its  proposa l to include  the

we ll in pla nt in s e rvice  is  e quita ble  be ca use  it will be  ne ce s sa ry to use  De e p We ll Numbe r Four to

se rve  actua l new cus tomers  when they become  connected to the  sys tem and begin us ing wa te r and

25 providing actua l revenues  to the  Company.

S ta ff supports  the  Compa ny's  proposa l, a nd a dvoca te s  for the  a doption of S ta ffs  S ce na rio

27 One , which include s  De e p We ll Numbe r Four a nd the  pro Ronna  te s t ye a r re ve nue s  from 350

26

28
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3

4

5

1 customers who will one day be served by that we11.3

The  Company asse rts  tha t its  proposa l to include  Deep Well Number Four in ra te  base , a long

with pro forma  revenues  from 350 future  customers , will benefit current cus tomers  by spreading costs

ove r an a rtificia lly la rge r cus tomer base  than currently exis ts . The  Company's  witnesses  te s tified tha t

whe n the  impa ct of the  re ve nue  re quire me nt ba s e d on the  te s t ye a r numbe r of cus tome rs  wa s

6 ca lcula te d, the  Compa ny wa s  dis s a tis fie d with  the  e ffe ct on cus tome r ra te s  (Tr. a t 38).
The

7

8

9

10

11

1 2

13

1 4

1 5

1 6

1 7

Company's  managing member, Mr. Lonnie  McCleve , te s tified tha t in orde r to reduce  the  ra te  impact,

the  Company decided to include  a  pro forma  adjus tment to revenues  to include  revenues  it expected

to re ce ive  whe n Fla gs ta ff Me a dows  Unit 3 is  built a nd the  cus tome rs  from tha t de ve lopme nt be gin

ta king s e rvice  (Tr. a t 38). Mr. McCle ve  s ta te d tha t while  the  Compa ny us e d 350 cus tome rs  to

e s tima te  the  pro Ronna  re ve nue s , the  a ctua l numbe r of cus tome rs  in Fla gs ta ff Me a dows  Unit 3 will

actua lly be  fewer, close r to 270 (Id. a t 39). The  Compa ny's  a ccounting witne ss  te s tifie d tha t without

the  pro forma  re ve nue s  propos e d by the  Compa ny, the  ra te  incre a s e  ne ce s s a ry to  re a ch the

Company's  revenue  requirement would be  ove r 300 pe rcent (Tr. a t 85). The  Company be lieves  tha t

the  e ffect of including both Deep Well Number Four and the  pro forma  revenues  ma tches  revenues .

expenses , and plant, and tha t its  proposa l is  cons is tent with the  concept of gradua lism in changes  to

customers ' ra tes  in order to avoid ra te  shock.

18

1 9

20

2 1

22

23

24

25

Under the  unique  circumstances  of this  case , we  find the  Company's  proposa l to include  Deep

Well Number Four in plant in se rvice , in conjunction with the  Company's  proposa l to add pro Ronna

re ve nue s  from 350 cus tome rs  to te s t ye a r re ve nue s  in orde r to re duce  the  Compa ny's  re ve nue

requirement, and the re fore  the  ra te  impact on current cus tomers , to be  reasonable , and will adopt it.

We  a gre e  with the  Compa ny a nd S ta ff tha t if the  pro Ronna  revenues  a re  included in the  te s t yea r

re ve nue s , it is  prope r to a lso include  in ra te  ba se  the  cos t of De e p We ll Numbe r Four, which will be

re quire d to s e rve  the  cus tome rs  whe n the y come  on line . The  pla nt in s e rvice  ba la nce  for the

Compa ny's  wa te r d ivis ion  is  the re fore  $3 ,l95 ,818 , which , with  a ccumula te d  de pre cia tion  o f

26

28

J  Sta ffs  Scenario Two a lso includes  the Company's  Deep Well Number Four in plant in service, whereas  Sta ffs  Scenario
Three excludes  Deep Well Number Four and a ls o excludes  the pro forma  tes t yea r revenues . As  dis cus s ed in the Fa ir
Value Rate of Return section of the discuss ion below, in light of the s ignificant ra te impact of this  case for the Company's
cus tomers , Sta ff is  a lso recormnending, in its  Scenario One, a  downs  a id adjus tment to the fa ir a loe ra te of return for the
Company's  wa ter divis ion, rn addition to inclus ion of the 350 pro folia  cus tomers  proposed by the Company.

27

7 DECISION NO. 70140



DOCKET NO. WS -04235A-06-0303

l $l64,l85, re sults  in a  ne t plant in se rvice  ba lance  of $3>031,633

2 b. Contributions in Aid of Construction

3

4

5

The  Compa ny's  propos e d ra te  ba s e  for the  wa te r divis ion include s  contributions  in a id of

cons truction ("CIAC") in the  a mount of $294,745, with a ccumula te d a mortiza tion of $l6,207, for a

ba lance  of $278,538. This  amount is  not in dispute  and will be  adopted.

6 Wa te r Divis io n  OCRB

7 Subtracting the  CIAC ba lance  of $278,538 from the  ne t plant in se rvice  ba lance  of $3,031,633

re sults  in an OCRB for the  Company's  wa te r divis ion of $2,753,0958

9 d. Water Division FVRB

1 0 The  Company did not file  RCND schedule s , and we  find tha t the  wa te r divis ion's  OCRB is  its

11 fa ir va lue  ra te  ba se  ("FVRB"). The  Compa ny's  FVRB for its  wa te r divis ion is  $2,753,095

1 2 2. Sewer Divis ion

1 3 The  Compa ny propos e s  a n a djus te d OCRB of $1,111,382 for its  s e we r divis ion.

14 recommends an adjusted OCRB of $1,113,582.

S ta ff

1 5 Plant in  Se rvice

The  Compa ny a nd S ta ff a gre e  on a  gros s  pla nt in s e rvice  ba la nce  of $l,379,092. S ta ff

17 re comme nds  a n a djus te d a ccumula te d de pre cia tion ba la nce  of $79,962, a nd a  ne t pla nt in s e rvice

18 ba lance  of $l,299,l30, while  the  Company proposes  an adjus ted accumula ted deprecia tion ba lance  of

19 $82,l6l, a nd a  s lightly diffe re nt ne t pla nt in s e rvice  ba la nce  of $l,296,93l. The  Compa ny a cce pte d

20 S ta ff s  re comme nde d downwa rd a djus tme nt to the  Compa ny's  Tre a tme nt a nd Disposa l Equipme nt

21 account in the  amount of $216,389, but its  schedules  disagree  with S ta ff s  accompanying Dow award

22 adjus tment in the  amount of $16,229 to the  Company's  proposed accumula ted deprecia tion ba lance

23 of $96,l9l, s howing a n a djus tme nt of $14,030 ins te a d. In a n April ll, 2007, tiling, S ta ff s ta te d tha t

24  the  Compa ny's  a ccumula te d  de pre cia tion  a mount wa s  in  e rror, a nd  note d  a  d is a ccord  in  the

25 depreciable  plant ba lances  on the  Company's  re joinder schedules . While  ne ithe r pa rty addressed the

1 6

26 discre pa ncy be twe e n the  pa rtie s ' computa tions  of a ccumula te d de pre cia tion on brie f, it a ppe a rs  to

27 s te m from the  une xpla ine d dis a ccord in de pre cia ble  pla nt ba la nce s  a ppe a ring in the  Conlpa ny's

28 re joinder schedules . S ta ffs  proposed ne t plant in se rvice  ba lance  of $1,299,130 for the  Company's
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1 sewer divis ion corrects  for tha t ba lance , and will be  adopted.

2 b. Co n trib u t io n s  in  Aid  o f Co n s tru c t io n

The  Company and S ta ff a re  in agreement on the  Company's  proposed CIAC in the  amount of

4 $197,973, with accumula ted amortiza tion of$12,425, for a  ne t CIAC ba lance  of$185.548.

3

5 S e we r Divis ion  OCRB

S ubtra cting the  CIAC ba la nce  of$l85,548 from the  ne t pla nt in s e rvice  ba la nce  of$l.299.l30

7 re sults  in a n OCRB for the  Compa ny's  s e we r divis ion of $l,113.582.

6

8 d. Se we r Divis ion  FVRB

9 The  Compa ny did not file  RCND sche dule s , a nd we  find tha t the  s e we r divis ion's  OCRB is

10 its  FVRB. The  Compa ny's  FVRB for its  s e we r divis ion is  $1.113.582.

11

12

D. REVENUES

Water Division1.

13

14

15

16

17

18

The  Compa ny's  propos e d te s t ye a r a djus te d re ve nue s  for its  wa te r divis ion of $174,328

include  $83,560 of pro forma  re ve nue s  from 350 future  cus tome rs . S ta ff supports  the  Compa ny's

proposa l to include  the  pro forma  revenues , a long with the  inclus ion of exis ting plant in ra te  base  tha t

will be  necessary to serve  those  customers, as  discussed above. Under the  circumstances of this  case ,

in orde r to a llevia te  the  ra te  impact tha t would re sult without the  two-pa rt proposa l, we  will adopt te s t

year adjusted revenues  for the  Company's  wate r divis ion of $174,328.

19

20

2. Sewer Division

There  is  no disagreement be tween the  Company and S ta ff for tes t year adjusted revenues  for

21 the  Company's  sewer divis ion of $113,905, and this  amount will be  adopted.

EXP ENS ES22 E.

23 1. Wa te r Divis io n

24

25

26

27

28

The  Compa ny propos e s  tota l ope ra ting e xpe ns e s  for its  wa te r divis ion of $197,613. while

Sta ff recommends $195,667. There  is  no disagreement be tween the  Company and Sta ff for tes t year

e xpe ns e s  for Utility S ource 's  wa te r divis ion othe r tha n the  a mount of prope rty ta x e xpe ns e . The

Compa ny's  prope rty ta x e xpe nse  e s tima te  is  highe r tha n S ta ffs  ba se d on the  Compa ny's  propose d

re ve nue  re quire me nt, which is  highe r tha n S ta ffs  due  to the  Compa ny's  highe r propose d fa ir va lue
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1

2

3

4

5

ra te  of re turn ("FVROR"). Othe r tha n prope rty ta x e xpe nse , the  te s t ye a r e xpe nse s  a s  propose d by

the  Compa ny a re  re a sona ble  a nd will be  a dopte d. Be ca us e  we  a re  a dopting the  S ta ffs  FVROR

re comme nda tion, for the  re a sons  discusse d furthe r be low, we  a dopt S ta ffs  re comme nde d prope rty

ta x e xpe ns e  le ve l, for tota l te s t ye a r ope ra ting e xpe ns e  of $195,667 for Utility S ource 's  wa te r

divis ion.

6 2. Sewer Divis ion

7

8

9

10

11

1 2

1 3

14

1 5

16

The  Compa ny propos e s  tota l ope ra ting e xpe ns e s  for its  s e we r divis ion of $l36,864, while

S ta ff re commends  $134,871. As  with the  wa te r divis ion, the re  is  no dis a gre e me nt be twe e n the

Company and Staff for tes t year expenses for the  sewer divis ion other than the  amount of property tax

expense. The  Compa ny's  prope rty ta x e xpe ns e  e s tima te  is  h ighe r tha n  S ta ffs  ba s e d  on the

Company's  proposed revenue  requirement, which is  highe r than S ta ffs  due  to the  Company's  highe r

propose d FVROR. Othe r tha n prope rty ta x e xpe nse , the  te s t ye a r e xpe nse s  a s  propose d by the

Compa ny a re  re a s ona ble  a nd will be  a dopte d. Be ca us e  we  a re  a dopting  the  S ta ffs  FVROR

recommenda tion, for the  reasons  se t forth furthe r be low, we  adopt S ta ff s  recommended property tax

expense  leve l, for tota l te s t yea r opera ting expense  of $134,871 for Utility Source 's  sewer divis ion.

F .

17

CO S T O F  CAP ITAL

1. Ca pita l S tructure

The  Compa ny a nd S ta ff a gre e  tha t a n  a ppropria te  ca pita l s tructure  in  th is  ca s e  is  the

19 Company's  actua l capita l s tructure  of 100 percent equity.

1 8

20 2. Cost of Equity

2 1

22

23

The  cos t of equity component of a  cos t of capita l de tennina tion mus t be  e s tima ted. Both the

Company and S ta ff provide d e s tima te s  a rrive d a t through us e  of fina ncia l mode ls . The  Compa ny

recommended a  cost of equity of 10.5 percent. S ta ff recommended a  cost of equity of 8.9 percent,

24 Compa ny

25 The Company's  cost of capita l witness , Thomas J . Bourassa , recommended tha t the  Company

26 be  gra nte d a  10.5 pe rce nt cos t of ca pita l a nd ra te  of re turn. He  ba s e d his  re comme nda tion on the

27 re sults  of his  discounte d ca sh flow ("DCF") a na lys is , his  risk pre mium a na lys is , a nd his  compa ra ble

28 e a rnings  a na lys is  pe rforme d on a  proxy group of compa nie s  tha t include s  Ame rica n S ta te s  Wa te r,
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1 Ame rica , Ca lifornia  Wa te r, Conne cticut S e rvice s , Middle s e x Wa te r, a nd  S J W

2

Aqua Water

Corpora tion. Mr. Boura s s a  pe rforme d thre e  DCF a na lys e s :

3

a  cons ta nt growth (e a rnings  growth)

a na lys is , with re sults  in a  ra nge  from 9.7 pe rce nt to 12.0 pe rce nt a nd a  midpoint of 10,9 pe rce nt, a

4

5

6

7

8

9

10

cons ta nt growth (s us ta ina ble  growth) a na lys is , with re s ults  in a  ra nge from 8.2 pe rce nt to 10.5

pe rce nt, a nd a  midpoint of 9.4 pe rce nt, a nd a  two-s ta ge  growth mode l, with re sults  in ora nge  from

9.2 pe rce nt to 11.5 pe rce nt, a nd a  midpoint of 10.4 pe rce nt. Mr. Boura s s a  pe rforme d two ris k

premium ana lyses : one  us ing actua l re turns , with the  result of 10.2 percent, and one  us ing authorized

re turns , with re s ults  in a  ra nge  from 10.8 pe rce nt to 11.3 pe rce nt, with a  midpoint of ll.l pe rce nt.

Mr. Bourassa 's  two comparable  ea rnings  ana lyses  yie lded results  a s  follows: us ing actua l re turns , his

re s ults  ra nge d from 4.2 pe rce nt to 11.7 pe rce nt, a nd a  midpoint of 8.0 pe rce nt, us ing a uthorize d

re turns , his  re s ults  ra nge d from  9.9 pe rce nt to 12.7 pe rce nt, with a  m idpoint of 11.3 pe rce nt. Mr.

12

13

14

15

Bourassa also provided Value Line Investment Survey's Industry Composites for 2006 (9.0 percent),

for 2007 (10.0 percent), and for 2009 (10.5 percent).4

For his DCF models, the Company's witness used analysts' forecasts of earnings per share

("EPS") growth for the near term and average long~term gross domestic product ("GDP") growth,

16 us ing  the  a rithm e tic  m e a n, for the  long  te rm . Mr. Boura s s a  te s tifie d  tha t he  chos e  not to  us e

17

18

19

20

21

22

23

24

25

26

fore ca s te d divide nd pe r s ha re  ("DP S "). growth in his  DCF mode l, be ca us e  "[w]he n fore ca s te d

divide nd growth is  us e d in the  DCF mode l, it produce s  a  cos t of e quity be low the  cos t of de bt"

(Dire ct Te s timony of Thoma s  J . Boura ssa  a t 27). To de te rmine  his  e s tima te s  of sus ta ina ble  growth

used in the  DCFformula , Mr. Bourassa  used forecasts  Of book re turns , re tention ra tios , and growth 'in

the  number of common shares  from Value  Line  Investment Survey (Bourassa  Dt. a t 26).

To ca lcula te  the  EP S  growth ra te  for his  DCF mode ls , Mr. Boura s sa  use d fore ca s ts  for the

proxy companies  published by Zack's  Inves tment Resea rch, S tandard & Poor's  Ea rnings  Guide , and

Va lue  Line  Inve s tme nt S urve y (Boura s s a  Rj. a t 7). Mr. Boura s s a  be lie ve s  tha t us ing a na lys ts '

fore ca s ts  from se ve ra l re puta ble  source s  offs e ts  pote ntia lly ove rly optimis tic or ove rly pe s s imis tic

proje ctions  from one  s ource . Mr. Boura s s a  e xpla ine d tha t he  did not provide  a n EP S  growth ra te

27

28
4 These results are from Mr. Bourassa's Rejoinder Testimony, which updated his previous analysis using more recent
data. As Mr. Bourassa stated, the results changed very little.
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1

2

3

4

5

6

7

8

9

1 0

11

1 2

1 3

1 4

1 5

1 6

1 7

1 8

projection for Connecticut Wa te r or SJW Corpora tion, because  growth e s tima te s  we re  not ava ilable

from a t le a s t two inde pe nde nt s ource s . Like wis e , he  provide d no EP S  growth ra te  proje ction for

Middle s e x Wa te r in his  Re butta l a nd Re joinde r Te s timony filings , be ca us e  only one  growth ra te

e s tima te  from a n inde pe nde nt s ource  wa s  a va ila ble , whe re a s  two we re  a va ila ble  a t the  time  he

pre pa re d his  Dire ct Te s timony tiling (Boura ssa  Ry. a t 7). Mr. Boura ssa  te s tifie d tha t if he  ha d use d

the  s ingle  source  published EPS estimates  ava ilable  for Middlesex and Connecticut Water Services , it

would have  re sulted in an increa se  in the  Company's  EPS  e s tima te  from 8.3 pe rcent to 8.6 pe rcent

(Bourassa  Rj. a t 8).

Mr. Bourassa  excluded his torica l DPS and EPS growth ra tes  for the  proxy companies  from his

DCF a na lys is  (Boura s sa  Rb. a t 20). The  witne s s  te s tifie d tha t one  of the  re a sons  he  e xclude d this

his torica l da ta  is  be ca use  the  indica te d cos t of e quity produce d by the  DCF mode l us ing his torica l

growth ra tes  is  le ss  than the  current cos t of debt, and he  is  critica l of S ta ffs  use  of his torica l DPS and

EP S  growth ra te s  in  its  ca lcula tions  (Id.). Mr. Boura s s a  points  out tha t Va lue  Line 's  publis he d

proje cte d EP S  a nd DP S  growth ra te s  for the  proxy compa nie s  a re  s ignifica ntly highe r tha n S ta ffs

computed growth ra te , and he  be lieves  tha t S ta ffs  witness  chose  inputs  tha t "skewed" S ta ffs  re sults

downward (Bourassa  Rj. a t 12).

The  Company did not pe rform a  capita l a sse t pricing mode l ("CAPM") ana lys is , but criticized

S ta ffs  CAP M a na lys is  for its  us e  of me dia n divide nd yie lds  a nd me dia n price  a ppre cia tion for

1 9

20

growth, as  opposed to using average  dividend yie lds  and price  apprecia tion.

The  Company disagree s  with S ta ffs  pos ition tha t firm s ize  is  a  unique , dive rs ifiable  risk. The

2 1

22

23

24

25

26

27

Company believes that risks associated with small size, lack of diversification, limited revenue and

cash flow, small customer base, lack of liquidity, regulatory risk, and construction risk are common

to small water utilities, and are unique only in the sense that large publicly traded water utilities do

not possess the same levels of risk, but states that no market data exist to directly assess how an

investor would price those risks (Bourassa Rj. at 14). Utility Source argues that the California Public

Utilities Commission, in a 1992 decision, concluded that smaller utilities are more risky than larger

ones and required higher equity returns (Bourassa Rb. at 17).

28 Q
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1 b. S ta ff

2 In a rriving a t its  cos t of e quity re comme nda tion, S ta ff used the constant growth DCF mode l,

the  multi-s ta ge  DCF mode l, a nd the  CAP M. S ta ff a rrive d a t its  CAP M e s tima te s  us ing two CAP M

mode ls , one  us ing a  his torica l ma rke t risk pre mium, re a ching a n e s tima te  of 11.0 pe rce nt, a nd one

5 using a  current marke t risk premium, reaching an es timate  of 7.8 percent.

6 S ta ff a ve ra ge d its  DCF re s ults  from the  cons ta nt growth DCF mode l (7.7 pe rce nt) a nd the

7 multi-s ta ge  growth DCF mode l (9.1 pe rce nt), for a n a ve ra ge  of 8.4 pe rce nt, the n a ve ra ge d tha t with

8 the  a ve ra ge  of its  two CAP M mode ls  (9 .4  pe rce nt), to  re a ch  its  re comme nde d cos t of e quity

9 re comme nda tion of 8.9 pe rce nt.

10 S ta ff's  witne ss  ca lcula te d the  growth fa ctor for its  cons ta nt growth DCF mode l by a ve ra ging

l l his torica l a nd proje cte d EP S , DP S , a nd sus ta ina ble  growth, giving the m e qua l we ight. While  Utility

12 Source  criticize d S ta ff'suse  of his torica l EPS  a nd DPS  growth a s  "unre a lis tic" be ca use  it re sulte d in

13 indica te d cos ts  of e quity a t or be low the  cos t of de bt, S ta ff re s ponde d tha t its  us e  of his toric a nd

14 fore ca s te d DPS  growth is  cons is te nt with DCF me thodology, use s  publicly a cce ss ible  da ta  which the

3

4

15

16

17

18

19

20

21

22

23

investment community may consider in forming its growth expectations (Direct Testimony of Steven

P. Irvine at 39), and that it would be inappropriate to exclude inputs that produce results that are too

low or too high based on a  comparison to a  chosen benchmark (Irvine  Sb. a t 10-11). S ta ff

disapproves of Utility Source's sole reliance on analyst's forecasts, because they are known to be

overly optimistic and to suggest rates that are too high. Staff is critical of Mr. Bourassa 's "solution"

to this problem, which was to take his source data from at least two independent sources of analysis,

be ca us e , S ta ff a rgue s , us ing multiple  s ource s  of a na lys ts ' fore ca s ts  only compounds  the

methodological flaw, rather than providing a remedy for it.

Staff estimated the beta for Utility Source to use in its CAPM analysis using the same sample

24 of proxy companies  Utility Source  used in its  DCF ana lys is . Sta ff's  CAPM formula  used current

25 interest rates, and not forecasted interest rates for the timeframe new rates will be in effect, as the

26 Company would prefer, because  it is  imposs ible  to predict inte res t ra tes  (Irvine  Dt. a t 41). Sta ff

27

28

believes that present rates are more appropriate than forecasted rates, because analysts do not have

any more information about the future than what is already reflected in the current rate, and that the
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1 be s t indica tor of tumor:row's  yie ld is  toda y's  yie ld (Irvine  Sb. a t 9).

2 In re sponse  to the  Compa ny's  criticism tha t the  curre nt ma rke t risk pre mium S ta ff use d units

3 CAP M a na lys is  is  uns ta ble , S ta ff points  out tha t ma rke t risk pre mium re sults  re fle ct cha nge s  in the

4 ma rke t ra the r tha n a ny ins ta bility of the  me thodology its e lf (Id a t 12). S ta ff s ta te s  tha t its  CAP M

5 mode l a ve ra ge s  a  his torica l ma rke t ris k pre mium with the  curre nt ma rke t ris k pre mium in orde r to

6 mitiga te  the  pote ntia lity of ma rke t vola tility e xe rting a n influe nce  on the  ma rke t-ba se d CAP M mode l

7 (Irvine  Dt. a t 27). S ta ff de fe nde d its  use  of a rithme tic a ve ra ge s  in its  CAP M a na lys is , a nd of me dia n

8 va lue s  to de rive  the  divide nd yie ld a nd growth ra te  for its  DCF me thod, noting tha t it us e s  both

9 a rithmetic and geometric means in its  ana lyses  because  it leads  to a  more  ba lanced approach, and tha t

10 while  the  choice  be twe e n the  two ca n be  confus ing, e a ch ca n be  a ppropria te  de pe nding on whe the r

l l the  growth be ing a ve ra ge d is  his toric or prospe ctive  (S ta ff Br. a t 6-7; Irvine  Sb. a t ll).

12 S ta ff is  critica l of Utility S ource 's  re lia nce  on ' a  bond ris k pre mium a na lys is  to  jus tify its

13 recommenda tion for a  cos t of equity highe r than the  ave rage  of its  three  DCF ana lyse s . S ta ff s ta ted

14 tha t while  Utility S ource  a tte mpte d to cha ra cte rize  its  bond ris k pre mium a na lys is  a s  ma rke t ba s e d

15 be ca us e  it us e d ma rke t da ta , it is  inhe re ntly not a  ma rke t ba s e d a pproa ch, a s  it is  s us ce ptible  to

16 ina ppropria te  re lia nce  on s ubje ctive , judgme nt-ba s e d a djus tme nts . S imila rly, S ta ff a rgue s  tha t the

17 Compa ny's  compa ra ble  e a rnings  a pproa ch for cos t of e quity e s tima tion is  unre a s ona ble , be ca us e

18 the re  a re  nume rous  re a s ons  why the  re turns  a uthorize d for the  s a mple  utilitie s  in prior ra te  ca s e s

19 cannot be  compared directly to current ma rke t expecta tions , and tha t a ctua l re turns  should the re fore

20 not be  e qua te d with cos t of e quity (Irvine  S b. a t 8-9).

21

22 The  Company's  use  of the  risk premium and comparable  e a rnings  me thodologie s  for cos t of

23 equity estimation re lies  extensive ly on non-market based da ta  and forecasts , and we have  consis tently

2 4  re je c te d  th e ir u s e  fo r th a t re a s o n . Wh ile  th e  Co mp a n y a rg u e s  th a t S ta ffs  co s t o f e q u ity

25 re comme nda tion is  not s upporte d by s ubs ta ntia l e vide nce , we  dis a gre e . S ta ffs  cos t o f e quity

26 re comme nda tions  we re  re a che d us ing ma rke t ba se d fina ncia l mode ls  tha t use d both his torica l a nd

27 fore ca s te d e conomic informa tion, a nd which a re  wide ly a cce pte d in the  fina ncia l indus try a nd by

28 s ta te  utility commiss ions . As  the  Compa ny's  witne s s  s ta te d in his  dire ct te s timony, the  DCF mode l

c. Conclusion
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1

2

3

4

5

6

7

re quire s  judgme nt in se le ction of a ppropria te  growth ra te s  (Boura ssa  Dt. a t 21). We  find tha t S ta ffs

DCF me thodology for e s tima ting Utility S ource 's  cos t of e quity is  ba la nce d, unlike  tha t of the

Company, in tha t it did not exclude  inputs  tha t tend to e ithe r increase  or decrease  results , and did not

re ly e xclus ive ly on a na lys ts ' growth fore ca s ts , which a re  known to be  ove rly optimis tic. Like wis e ,

we  find S ta ffs  CAP M a na lys is  to be  a  more  obje ctive  ma rke t ba s e d a pproa ch to cos t of e quity

es timation than Utility Source 's  comparable  ea rnings  approach or its  bond risk premium ana lys is , and

therefore  more  re liable .

8 Furthe r, we  do not find the  Compa ny's  a rgume nts  in fa vor of a  risk pre mium convincing. We

9

10

find tha t pre miums  for s ma ll firm s ize  a re  ina ppropria te , be ca us e  s uch ris k is  dive rs ifia ble , a nd

premiums  s hould not be  provided for ris ks  tha t an inves tor may e limina te  through dive rs ifica tion.

11 3. Cost of Capital SUmmarv

12 For the reasons stated above, we adopt Staffs recommendation for a cost of equity of 8.9 percent:

13

14

Percentage
00.0%
100%

Cost
0.0%
8.9%

Weighted Cost
0.0%
8.9%

15

16

Long-Te ma  De bt
Common Equity
Weighted Ave rage
Cos t of Ca pita l 8.9%

4. Fair Value Rate of Return
17

18

19

As  is  evident from a  review of the  record of Decis ion No. 67446, the  background of this  ca s e

renders  it unique . S taff a rgues  tha t gradualism is  an is sue  in this  case  because  of the  across  the  board

increase  a ll the  Conlpany's  cus tomers  a re  facing. The  Company has  a lso acknowledged the  exis tence
20

of the  is s ue  of gra dua lis m. In cons ide ra tion of the  unique  c ircums ta nce s  of this  ca s e , S ta ff is
21

22

23

24

25

26

27

recommending tha t its  8.9 percent es timated cost of capita l recommendation be  applied, Lmadjusted,

a s  the  FVROR to the  Compa ny's  FVRB for its  s e we r divis ion, but tha t it be  a djus te d downwa rd for

the  FVROR to be  a pplie d to the  Compa ny's  wa te r divis ion FVRB. S ta ff s ta te s  tha t if its  8.9 pe rce nt

e s tima te d cos t of ca pita l we re  to be  a pplie d, una djus te d, to the  wa te r divis ion FVRB, the  re sulting

ra te  increase  would be  precipitous , approaching the  leve l of ra te  increase  tha t we  re jected in Decis ion

No. 67446 a s  be ing unconsciona ble . In the  ca se  le a ding to tha t De cis ion, S ta ff ha d re comme nde d

tha t initia l ra te s  be  se t a t a  leve l approxima te ly 189 pe rcent ove r the  unauthorized ra te s  se t by, and
28
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13

14

15

16

17

18

19

20

21

be ing cha rge d by, the  home owne rs ' a s s oc ia tion, a nd we  found s uch a  le ve l of inc re a s e  to  be

unreasonable . S ta ff recommends  a  FVROR for the  wa te r divis ion of 6.23 pe rcent, and for the  s ewer

divis ion of 8.9 pe rce nt. S ta ff be lie ve s  its FVROR recommenda tion in this  ca s e  is  appropria te  when

a ll re le va nt fa ctors  a re  cons ide re d, including the  his tory of una uthorize d ra te s , the  inclus ion of pla nt

not us e d a nd us e ful during the  te s t ye a r in ra te  ba s e , the  conce pt of gra dua lis m, a nd the  "hybrid"

na ture  of this  cas e  becaus e  it s tems  from Decis ion No. 67446, which granted a  CC&N, but orde red a

ra te  ca s e  to be  tile d prior to the  typica l five -ye a r pe riod norma lly orde re d whe n a  CC&N is  gra nte d

(S ta ff Br. a t 16, 17). S ta ff contends  tha t adoption of its  FVROR recommenda tion will not prevent the

Company from rece iving a  jus t and rea s onable  re turn on FVRB (Id.). S ta ff s ta te s  tha t if its  FVROR

re comme nda tions  a re  a dopte d, the  re ve nue  incre a s e s  for the  wa te r divis ion a nd the  s e we r divis ion

will be  a t approximate ly the  s ame leve l, a t 110 percent and 106.71 percent, respective ly.

Unde r the  a lte ra tive  S ce na rio Two tha t S ta ff pre s e nte d, which include s  the  S a me  FVRB a nd

pro forma  revenues  a s  S ta ffs  recommended Scena rio One , and which applie s  a  ra te  of re turn of 8.9

pe rce nt,  the  re ve nue  incre a s e  for the  wa te r divis ion would be  153.29 pe rce nt. Unde r S ta ff' s

a lte rna tive  Scenario Three , which excludes  Deep Well Number Four and the  pro Ronna  revenues , and

which a pplie s  ra te  of re turn of 8.90 pe rce nt, the  re ve nue  incre a s e  for the  wa te r divis ion would be

286.63 percent.

Utility S ource  is  oppos e d to S ta ff's  re comme nde d FVROR for the  wa te r divis ion, a nd a rgue s

tha t the  fact tha t S ta ff made  a  computa tion to a rrive  a t its  recommenda tion rende rs  it "inappropria te ,"

"ille ga l," incons is te nt with the Simms s ta nda rd,5 a nd in viola tion of Arizona  la w (Compa ny Br. a t 8-

12).

22

23

24

25

26

The  Company further a rgues  tha t the  6.23 percent and 8.9 percent FVRORs  recommended by

Staff a re  "illegal and unreasonable ," because  Staff did not tes t the ir reasonableness  agains t the  market

price  for Ba a  bonds  or the  prime  ra te , a nd be ca us e  the y do not imme dia te ly provide  the  Compa ny

with a  pos itive  ope ra ting ma rgin (Compa ny Br. a t 12-13). Utility S ource  a ls o dis a gre e s  with S ta ff"s

characte riza tion of this  cas e  as  a  "hybrid" be tween a  CC&N applica tion and a  ra te  applica tion.

27

28 Simms v. Round Valley Light &Power Co., 80 Ariz. 145, 151, 294 P.2d 378, 382 (1956).5
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Mr. Hite sman contends  in his  pos t-hea ring brie f tha t the  ra te  increa se s  proposed by both the

Company and S ta ff a re  not reasonable  from the  cus tomers ' pe rspective , and he  ques tioned whe the r

evidence  was  presented rega rding the  Company's  lega l obliga tion to provide  se rvice  to its  cus tomers

a t re a sona ble  ra te s . Mr. Hite s ma n  be lie ve s  tha t the  p ropos e d  ra te  incre a s e s  will ha ve  a n

unre a s ona ble , s e ve re  impa ct on Utility S ource 's  cus tome rs , who he  be lie ve s  live  in a  low income

community a nd a re  a ls o be a ring unre a s ona bly high re a l e s ta te  cos ts . Mr. Hite s ma n be lie ve s  tha t

Utility Source 's  cus tomers  assumed, when they moved into the  deve lopment se rved by the  Company

e ithe r 1) tha t ra tes  would e ithe r remain the  same  as  those  currently in e ffect, or 2) would be  the  ra tes

s pe cifie d in the  De cla ra tion of Cove na nts , Conditions  a nd Re s trictions  for Fla gs ta ff Me a dows

P rope rty Owne r's  Associa tion ("CC&Rs"), both of which a re  lowe r tha n the  incre a se s  re que s te d by

the  Compa ny or propose d by S ta ff Mr. Hite sma n a rgue s  tha t the  propose d ra te s  a re  highe r tha n

those  charged by the  City of Flagsta ff, higher than average  ra tes  in Coconino County, and higher than

average  ra te s  in the  S ta te  of Arizona . Mr. Hite sman be lieves  tha t Utility Source  has  a  high-producing

group of we lls , a nd tha t the  Compa ny's  wa te r ca pa city provide s  a s sura nce  of the  Compa ny's  long

15 te rm sus ta ina bility. Mr. Hite sma n s ta te s  tha t the re  is  no que s tion tha t a  profita ble  utility is  crucia l for

13

16 his  community, but reques ts  tha t the  Commiss ion ba lance  the  ra tepaye rs ' inte re s ts  with ensuring the

17 profita bility of the  Compa ny

18

19

The  Commiss ion has  discre tion to cons ide r a ll re levant and necessa ry factors  in the  exe rcise

of our cons titutiona l ra te  s e tting a uthority, to e ns ure  tha t the  ra te s  cha rge d by utilitie s  unde r our

20 juris diction a re  jus t a nd re a s ona ble  for both utility compa nie s  a nd the ir ra te pa ye rs . Like  Mr

21

22

23

24

25

Hite sma n, we  ha ve  be e n conce rne d, a nd re ma in conce rne d, with the  impa ct on ra te pa ye rs  of the

re quire d incre a se  in ra te s  from the  una uthorize d, a rtificia lly low le ve ls  cha rge d by the  de ve lope r of

Fla gs ta ff Me a dows , to the  le ve l ne ce ssa ry to a llow Utility S ource  to provide  a de qua te  se rvice . Due

to our concern over the  impact on ra tepayers of the  size  of a  ra te  increase  tha t reflected the  prob ected

cos t of s e rvice  ove r a  five  ye a r time fra me , we  did not a uthorize  a  ra te  incre a s e  in De cis ion No

26 67446. Instead, we ordered the Company to tile a rate case sooner than would otherwise be required

27 in orde r to give  us  the  ability to examine  actua l ope ra ting informa tion a s  opposed to projections . We

we re  a lso conce rne d tha t cus tome rs  ha ve  a de qua te  notice  of a  poss ible  incre a se  in ra te s . For tha t
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re a son we  orde re d the  Compa ny, in De cis ion No. 67446, to provide  notice  to its  cus tome rs  tha t the

ra tes  re sulting from the  orde red ra te  case  filing Would like ly be  higher than the  ra tes  we  authorized in

Decis ion No. 67446.

S ta ff is  corre ct in its  a rgume nt tha t ma king a ppropria te  a djus tme nts  to the  ra te  of re turn

a pplie d to the  FVRB is  a n a ppropria te  me a ns  of s e tting jus t a nd re a s ona ble  ra te s , e ve n if s uch

adjustments  may fa ll outs ide  the  parameters  of a  s trict cost of capita l ana lysis (See Sta ff Br. a t 16-17).

We have  accepted the  Company's  proposa l to include  plant in ra te  base  tha t was not used and useful

during the  te s t ye a r, which dire ctly re duce s  ris k to the  Compa ny, a nd is  prope rly re fle cte d a s  a n

a djus tme nt to the  FVROR for the  wa te r divis ion. According to S ta ff, S ta ff's  re comme nde d FVROR

of 6.23 pe rce nt for the  wa te r divis ion, a nd 8.9 pe rce nt for the  s e we r divis ion, whe n a pplie d to the

FVRB, will provide  the  Compa ny with a n ope ra ting ma rgin of 47 pe rce nt for the  wa te r divis ion a nd

41 pe rce nt for the  s e we r divis ion, whe n the  pro forma  re ve nue s  propos e d by the  Compa ny a nd

adopted he re in a re  included (Surrebutta l Tes timony of Je ffrey M. Michlik, Exh. S -2 a t 10). While  the

Company prote s ted tha t its  proposa l to include  pro Ronna  revenues  should not be  cons ide red when

discussing es timated opera ting margins , we  disagree , because  the  Company's  proposa l was made  as

pa rt of a n ove ra ll proposa l to include  De e p We ll Numbe r Four, which will be  ne ce ssa ry to se rve  the

new cus tomers , in ra te  ba se  a t this  time . While  the  Company disagrees  with S ta ff's  cha racte riza tion

of th is  ca s e  a s  a  "hybrid" be twe e n  a  CC&N a pp lica tion  a nd  a  ra te  a pp lica tion , we  find  tha t

cha racte riza tion to be  pa rticula rly apt, because  we  declined to se t the  Company's  ra te s  in the  CC&N

20 a pplica tion proce e ding ba se d on live  ye a r proje ctions , but orde re d the  Compa ny to file  the  ins ta nt

21 ra te  a pplica tion ins te a d. In a ddition, with S ta ffs FVROR re comme nda tion a pplie d to FVRB, the

22

23

24

25

26

27

Company will be  in approxima te ly the  same  pos ition it would have  been had it obta ined its  CC&N in

the  nonna  a nd prope r le ga l a nd proce dura l ma nne r, in which ne w compa nie s  a re  not e xpe cte d to

iinrnedia te ly have  pos itive  ope ra ting margins (See Sta ff Br. a t 19, re fe rencing figures  in the  Re joinder

Te s timony of Thoma s  J . Boura s s a , Exp. A-5, Atta che d Re joinde r Exhibit 1  a t pa ge s  3 a nd 7).

Considering a ll the  unique  facts  a ssocia ted with this  case  and the  CC&N proceeding, we  find tha t the

FVROR recommenda tion of S ta ff is  jus t and reasonable  under the  unique  circumstances  of this  case ,

28 and we  will the re fore  adopt it.
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1 G . AUTHORIZED INCREASE

2 Ba se d on our findings  he re in, we  de te rmine  tha t Utility Source  is  e ntitle d to a grcis s  re ve nue

3 increase of $192,688 for its water division.

4

5

6

7

FVRB
Adjusted Operating IncoMe
Required FVROR
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Gross Revenue Increase

$2,753,095
(21,340)

6.23%
171,518
192,858
1.0000

$192,858
8

Based on our findings herein, we determine that Utility Source is entitled to a gross revenue
9

increase of $121,549 for its sewer division.
10

11

12

13

14

FVRB
Adjusted Operating Income
Required FVROR
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Gross Revenue Increase

$1,113,582

(22,441)
8.90%

99,109
121,549
1.0000

$121,549

15 H. RATE DESIGN

Both the Company and Staff propose using an inverted tier rate design for residential water

17 division customers. The Company's rate design also includes an inverted rate design for imation

16

18 customers.

19

20

21

22

23

24

25

Staff is critical of the breakpoint for the first block in the Company's proposed water rate

design, stating that it can have the effect of delaying the point at which a customer will experience

increasing rate impact from increased usage, thereby obscuring the price signal that an inverted rate

design is intended to send (Tr. at 140). Staff also opposes the Company's proposal to switch to an

inverted tier rate design for initiation customers (Surrebuttal Testimony of Jeffrey M. Michlik, Exh.

S-2 at 13). The Company did not address rate design issues on brief. Staff's proposed rate design is

reasonable and will be adopted.

26 * * * * * * * * * *

27 Having considered the entire record herein and being fully advised in the premises,  the

28 Commission finds, concludes, and orders that:

70140
*nr
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FINDING S  O F FACT

6

7 and sewer customers.

8 3. On Ma y 1, 2006, Utility Source  tile d a n a pplica tion for a  de te rmina tion of the  curre Nt

9 fa ir Va lue  of its  utility pla nt a nd prope rty a nd for incre a s e s  in its  ra te s  a nd cha rge s  for wa te r a nd

10 wa s te wa te r utility se rvice  provide d to cus tome rs  in the  Compa ny's  se rvice  a re a  in Coconino County,

Arizona .

Utility S ource  is  a n Arizona  public s e rvice  corpora tion providing wa te r a nd s e we r

se rvice  to a n a re a  loca te d a pproxima te ly e ight mile s  we s t of Fla gs ta ff ne a r Be lle mont, in Coconino

County, Arizona  pursuant to authority granted by the  Commiss ion in Decis ion No. 67446 (Janua ry 4,

5 2005).

2. At the  end of the  te s t yea r, Utility Source  provided se rvice  to approxima te ly 337 wa te r

11

12

13

14

15

16

17

18

19

20

21

On. Ma y 31, 2006, S ta ff file d a  le tte r s ta ting tha t the  Compa ny's  a pplica tion ha d not

met the  sufficiency requirements  pursuant to A.A.C. R14-2-103 .

5. On J une  16, 2006, Utility S ource  tile d a dditiona l informa tion in re s pons e  to S ta ff's

de ficiency le tte r.

6. On July 3, 2006, S ta ff filed a  le tte r indica ting tha t the  Company's  applica tion had me t

the  sufficiency requirements , and class ifying the  Company as  a  Class  C utility.

7. By Procedura l Orde r is sued July 10, 2006, a  hea ring in this  ma tte r was  scheduled for

January 22, 2007, and other procedural deadlines were  established.

8. On Augus t 16, 2006, the  Compa ny tile d a n Affida vit of Ma iling, a nd on Augus t 25,

2006, file d a n Affida vit of P ublica tion.

22 9. P ublic comme nts  in oppos ition to the  ra te  incre a s e  we re  file d on Augus t 25, 2006,

23 September 20, 2006, September 26, 2006, September 28, 2006, Octobe r 2, 2006, Octobe r 6, 2006,

24 Octobe r 13, 2006 (five  sepa ra te  comments ), Octobe r 20, 2006, Octobe r 24, 2006, Octobe r 27, 2006,

25 November 21, 2006, Febnla ry 2, 2007, April 6, 2007 (four sepa ra te  comments ), and April 27, 2007.

10. On S e pte mbe r 26, 2006, the  P onde rosa  Fire  Dis trict file d a  Motion to inte rve ne as a26

27

28

cus tome r of the  Compa ny. No oppos ition to the  re que s t wa s  re ce ive d, a nd the  Motion to Inte rve ne

was granted by Procedural Order issued November 8, 2006.

4.

1.
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2

3

4

5

6

7

On Octobe r 25, 2006, S ta ff file d a  Motion to Exte nd Filing De a dline  a nd S che dule

Procedura l Conference , s ta ting .tha t S ta ff had not rece ived adequa te  informa tion from the  Company

regarding plant in se rvice  and tha t da ta  re sponses  from the  Company had taken longer than the  time

a llowe d. S ta ff re que s te d tha t the  de a dline  for tiling of its  Dire ct Te s timony be  e xte nde d by 60 da ys ,

a nd tha t a  proce dura l confe re nce  be  sche dule d to discuss  a djus tme nt of othe r filing de a dline s  a nd

other procedural matters .

12.

9 13.

10

11

12

13

14

On Nove mbe r 8, 2006, a  P roce dura l Orde r wa s  is s ue d s che duling a  proce dura l

8 conference  for November 28, 2006.

On Nove mbe r 14, 2006, Mr. Da vid Hite s ma n a nd Mr. De nnis  J one s  tile d a  Motion to

Inte rve ne . The  Motion to Inte rve ne  include d a  re que s t tha t the  Commis s ion hold a  he a ring in the

Coconino County Boa rd of S upe rvis ors  Me e ting Room, Atta che d to the  Motion to Inte rve ne  wa s  a

pe tition  s igne d  by ove r 100  cus tome rs  o f the  Compa ny re que s ting  tha t a  he a ring  be  he ld  in

Be lle mont, Arizona , whe re  the  Compa ny is  loca te d. The  pe tition a ls o include d a  re que s t tha t the

Commiss ion cons ider pos tponing the  proposed ra te  increase  until an additiona l 260 homes  planned to

15

16 14.

17

connect to the Utility Source system are completed.

On November 28, 2006, the Procedural Conference was convened as scheduled. The

parties were directed to confer and recommend a procedural schedule.

18 15. On Nove mbe r 30 , 2006, S ta ff file d  a  Notice  of Filing  Re comme nde d S che dule

20

21

22 17.

23

24

25

26 18.

27

28

19 Changes.

16. On De ce mbe r 19, 2006, the  P onde ros a  Fire  Dis tric t s ubmitte d its  Comme nta ry &

Exhibits  of Inte rvention in Res pons e  to the  Propos ed Ra te  Increas es  by Utility Source  LLC.

On De ce mbe r 20 ,  2006, a  P roce dura l Orde r wa s  is s ue d gra nting  the  Motion  to

inte rve ne  by Da vid Hite s ma n a nd De nnis  J one s . The  P roce dura l Orde r a ls o continue d the  he a ring

da te  to April 3, 2007, continued re la ted procedura l deadlines , and extended the  applicable  timeclock

in this  case  by 75 days .

On J a nua ry 10, 2007, S ta ff file d  a  Motion for Exte ns ion of De a dline  re que s ting

additiona l time  to file  its  Direct Tes timony. On J anua ry 12, 2007, the  Company filed its  Res pons e  to

S ta ffs  Motion, s ta ting tha t it did not object to the  time  extens ion, provided othe r deadline s  rema ined
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14

15

16

17

18

19

20

21

22

1 unchanged.

2 19. On January 16, 2007, inte rveners  David Hitesman and Dennis  Jones  filed a  document

3 title d Evide nce  for Docke t No. WS -04235A-06_0303. The re in, the  inte rve ne rs  s ta te  tha t the  ra te

4 increase  proposed by the  Company is  unreasonable  and should therefore  not be  approved, pursuant to

5 Inte rve ne rs  s ta te  tha t the  colnmunity's  CC&Rs provide  for wa te r a nd

6 was tewa te r use  a ssessments  for each lot for which a  building pe rmit for a  re s idence  has  been issued,

7 and tha t it is  reasonable  for re s idents  to a ssume  tha t the ir utility bills  would be  bound by the  te rms of

8 the  CC&Rs , tha t the  propose d ra te  incre a se  is  a  197 pe rce nt incre a se  ove r curre nt ra te s  a nd 142

9 percent over ra tes  dicta ted by the  CC&Rs, tha t the  increase  constitutes  2.8-3.2 pe rcent of the  Average

10 Household Income  for Coconino County, tha t a lthough the  Company currently se rves  326 re s identia l

l l customers , plans  a re  undewvay to increase  the  customer base  by 274 residentia l customers , reducing

12 the  ne e d for a  s ignifica nt ra te  incre a se , tha t the  propose d ra te s  a re  gre a te r tha n a ve ra ge  wa te r a nd

13 was tewa te r ra te s  for the  City of Flags ta ff, CoconinO County, and the  S ta te  of Arizona , and tha t .the

City of Flags ta fFs  we ll capacity is  approxima te ly 1,263 ga llons  pe r day ("god') for 15,300 re s identia l

cus tome rs , compa re d with the  Compa ny's  67 pe rce nt highe r we ll ca pa city of a pproxima te ly 2,1 l 1

23

24

god for 326 res identia l customers .

20. On Janua ry 19, 2007, S ta ff filed the  Direct Tes timony of Je ffrey M. Michlik, S teven P .

Irvine , a nd J ia n W. Liu.

21. On J a nua ry 22, 2007, the  da te  origina lly notice d a s  the  da te  of the  he a ring in this

ma tte r, the  he a ring wa s  conve ne d for the  purpos e  of ta king public comme nt. Couns e l for the

Company and Sta ff appeared. No members  of the  public appeared to provide  public comment.

22. On January 25, 2007, a  Procedura l Order was issued se tting a  public comment session

a t the  Coconino County Boa rd of S upe rvis ors  Me e ting Room in Fla gs ta ff, Arizona , for Ma rch 19,

2007 a t 5:00 p.m.

23. On Fe brua ry 16, 2007, the  Compa ny file d the  Re butta l Te s timony of Thoma s  J .

27 On Ma rch 5, 2007, S ta ff tile d a  Motion for Exte ns ion a nd Re que s t for S che duling

28 Conference in order to address issues ra ised by a  change in the  Company's  position in this  case .

25

26 Bourassa.

24.
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25. O11 March 13, 2007, S ta ff tiled a  NotiCe  of Filing Recommended Schedule  Changes ,

re comme nding tha t the  he a ring be  move d to Ma y 1, 2007, a nd tha t othe r proce dura l de a dline s  be

6 27.

7 Steven P . Irvine .

8 28. On March 19, 2007, a  Specia l Open Mee ting of the  Commiss ion was  convened in the

9 Coconino County Boa rd of S upe rvis ors  Me e ting Room in Fla gs ta ff, Arizona , for the  purpos e  of

10 ta ldng public comme nt on the  Compa ny's  a pplica tion. Nume rous  me mbe rs  of the  public a ppe a re d,

11 and e ighteen customers  spoke  in order to provide  the ir comments  for the  record in this  proceeding.

12 29. On Ma rch 20, 2007, the  P onde rosa  Fire  Dis trict file d its  Exhibits  in Re sponse  to the

13 P ropos e d Ra te  Incre a s e s  S ubmitte d  by Utility S ource  LLC Re butta l a nd  Arizona  Corpora tion

14 Commiss ion Te s timony. The re in the  Dis trict s ta te d tha t "[s ]ince  the  e xis ting cus tome rs  ma y poss ibly

ha ve  a lre a dy pa id pa rte r a ll of the  de ve lopme nt cos ts  of the  utility s ys te m, a ny to da te  re ve nue

de ficits  s hould be  cons ide re d a s  pa rt of the  ove ra ll de ve lopme nt cos t be ca us e  the  ra te s  we re

3 moved accordingly.

4 26. On Ma rch 16, 2007, a  P roce dura l Orde r wa s  is s ue d continuing the  he a ring in this

5 matte r to May 1, 2007, and continuing othe r procedura l deadlines  accordingly.

On Ma rch 19, 2007, S ta ff file d the  S urre butta l Te s timony of J e ffre y M. Michlik a nd

15

16

17

18

19

20

21

22

23

24

knowingly se t abnormally low as  an enticement for homebuyers ."

30. . On Ma rch 21, 2007, S ta ff file d Re vis e d S urre butta l Te s timony to re fle ct corre cte d

schedule  information.

31. On Ma rch 27, 2007, comme nts  la be le d wide  the  he a ding "NOTE: The  Commis s ion

re ce ive d this  docume nt from inte rve nor De nnis  Jone s  a t the  public comme nt se s s ion conducte d in

Flags ta ff, AZ, on March 19, 2007, in Docke t No. WS-04235A-06-0303" were  filed in the  docke t.

32. On April 2, 2007, the  Company filed the  Re joinder Testimony of Thomas J . Bourassa .

33. On April 6 , 2007, the  Compa ny file d  the  S upple me nta l Re jo inde r Te s timony of

25 Lonnie McLeve regarding the customer comments at the March 19, 2007 Public Comment Meeting

26 held in Flagstaff Arizona.

27 34. On April ll, 2007, Staff submitted revised schedules in response to the Rejoinder

28 Testimony of Thomas J. Bourassa filed on April 2, 2007.
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1

2

3

35. On April 13, 2007, the  P re -Hea ring Confe rence  was  convened a s  scheduled. Counse l

for the  Company and Staff appeared.

36. On April 18, 2007, a  P roce dura l Orde r wa s  is sue d continuing the  he a ring to Ma y 2,

4 2007.

5 37.

6 of counse l.

7 38 . On April 30, 2007, a  P roce dura l Orde r wa s  is s ue d continuing the  he a ring to  J une  19,

8 2007, a nd s us pe nding the  a pplica ble  time clock during the  continua nce .

9 39 . The  he a ring  com m e nce d  a s  s che du le d  on  J une  19 ,  2007 ,  be fore  a  du ly a u thorize d

10 Adm inis tra tive  La w J udge  of the  Com m is s ion .  The  Com pa ny a nd  S ta ff a ppe a re d  through couns e l

11 a nd pre s e nte d e vide nce . In te rv e n e rs  Mr.  S ta rr La m p h e re ,  Mr.  Da v id  Hite s m a n ,  a n d  Mr.  De n n is

On April 27, 2007, the  Compa ny file d a  Motion for Continua nce  due  to una va ila bility

13

14 J udge  during the  he a ring.

On J une  29, 2007, the  Compa ny tile d Comme nts  On a nd Obje ctions  to La te -File d ALJ

12 J one s  a ppe a re d, e a ch on his  own be ha lf

40. On J une  22, 2007, S ta ff tile d s che dule s  tha t we re  re que s te d by the  Adminis tra tive  La w

15 41 .

16 S ce na rio Numbe r 4.

17 42.

18 No .

19 prope rty.

20 43 .

On July 10, 2007, the  Company made  a  filing documenting compliance  with Decis ion

67446. This  filing a ddre s s e d a n is s ue  ra is e d a t the  he a ring re ga rding owne rs hip of we lls ite

Clos ing Brie fs  we re  file d by the  Compa ny, Mr. Hite s ma n a nd S ta ff, a nd the  ma tte r

was taken under advisement.

44. Cun'ent rates, the rates proposed by the Company, and the rates proposed by Staff for

the water division are as follows:

21

22

23

24
P re se nt

Ra te s
Proposed Rates

Conlpa llv Staff
MONTHLY US AGE  CHARGE S

25

26

27

28

5/8" x %" Me te r
%" Me te r
1" Me te r

8; _

$6.48
8.02

$35.74
35.74
89.34

$18.50
18.50
46.50
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1 %" Me te r
2" Me te r
3" Me te r
4" Me te r
6" Me te r

9.62
14.00

58.00
89.80

178.69
285.90
571.80
893.43

1,786.86

92.50
148.00
296.00
462.50
925.00

1

2

3

4

5

6

7

8

9

10

0 0 0

11

C O MMO DITY R ATE S
5/8" x %" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Exce ss  of Minimum - pe r 1,000 Ga llons:
From l to 6,000 Ga llons
From 6,001 to 15,000 Ga llons
In excess  of 15,000 Gallons
From 1 to 4,000 Ga llons
From 4,001 to 12,000 Gallons
Over 12,000 Gallons
From Zero to 4,000 Ga llons
From 4,001 to 9,000 Ga llons
Over 9,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

$9.60
12.48
16.22
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A

$4.80
7. 16
8.60

12

13 0 0 0

14

15

16

17

18

%" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Exce ss  of Minimum - pe r 1,000 Ga llons:
From 1 to 6,000 Ga llons
From 6,001 to 15,000 Ga llons
In excess  of 15,000 Gallons
From l to 4,000 Ga llons
From 4,001 to 12,000 Ga llons
Over 12,000 Gallons
From Zero to 4,000 Ga llons
From 4,001 to 9,000 Gallons
Over 9,000 Gallons

$2.83
3.32
4.71
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

$9.60
12.48
16.22
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A

$4.80
7.16
8.60

19

20
0 0 0

21

22

23

24

1" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Excess  of Minimum ._ per 1,000 Gallons:
From 1 to 6,000 Ga llons
From 6,001 to 15,000 Ga llons
In excess  of 15,000 Gallons
From l to 30,000 Ga llons
Over 30,000 Gallons
From Zero to 27,000 Ga llons
Over 27,000 Gallons

$2.83
3.32
4.71
N / A
N / A
N / A
N / A

N/A
N/A
N/A

$12.48
16.22

N/A
N/A25

N / A
N / A
N / A
N/ A
N / A

587. 16
8.60

26

27

1 % " Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Excess  of Minimum -. pe r 1,000 Ga llons:
From l to 6,000 Ga llons

0 0 0

28 N/A N/A N/A
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1
From 6,001 to 15,000 Ga llons
in excess  of 15,000 Gallons
From .1 to 60,000 Gallons
Ove r 60,000 Ga llons
From Zero to 57,000 Ga llons
Over 57,000 Ga llons

N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A

$12.48
16.22
N/A
N/A

N/A
N/A
N/A
N/A

$7.16
8.60

0 0 0

2" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum

Exce ss  of Minimum - pe r 1,000 Ga llons:
From 1 to 6,000 Ga llons
Prom 6,001 to 15,000 Ga llons
In excess  of l 5,000 Ga llons
From l to 96,000 Ga llons
Over 96,000 Ga llons
From Zero to 94,000 Ga llons
Over 94,000 Ga llons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

$12.48
16.22

N/A
N/A

N/A
N/A
N/A
N/A
N/A

$7.16
8.60

2

3

4

5

6

7

8

9

10

11

12

13

14

15

0 0 0

16

3" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Exce ss  of Minimum - pe r 1,000 Ga llons:
From l to 6,000 Ga llons
From 6,001 to 15,000 Ga llons
In excess  of 15,000 Gallons
From l to 192,000 Ga llons
Over 192,000 Gallons
From Zero to 195,000 Ga llons
Over 195,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

$12.48
16.22
N/A
N/A

N / A
N / A
N / A
N / A
N / A

$7.16
8.60

17

18 0 0 0

19

20

21

22

4" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Exce ss  of Minimum - pe r 1,000 Ga llons:
From 1 to 6,000 Ga llons
From 6,001 to 15,000 Ga llons
In excess  of 15,000 Gallons
From l to 300,000 Ga llons
Over 300,000 Gallons
From Zero to 309,000 Ga llons
Over 309,000 Gallons

N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

$12.48
16.22

N/A
N/A

N/A
N/A
N/A
N/A
N/A

557. 16
8.60

23

24
0 0 0

25

26

27

6" Me te r (Re s ide ntia l & Comme rcia l)
Ga llons  Include d in Minimum
Excess  of Minimum .- pe r 1,000 Ga llons:
From 1 to 6,000 Ga llons
From 6,001 to 15,000 Ga llons
In excess  of 15,000 Gallons
From 1 to 600,000 Ga llons
Over 600,000 Gallons

N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

$12.48
16.22

N/A
N/A
N/A
N/A
N/A28
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From  Ze ro to 615,000. Ga llons
Ove r 6 I5,000 Ga llons

N/A
n /A

N/A
N/A

$7.16
8.60

Mu lti-Fa milv Mo b ile  h o me  a n d  Co mme rc ia l
Cus tomers
All consumption pe r 1,000 ga llons : $2.97 $9.26 N/A

Irrig a tio n  Me te rs
Charge  per 1,000 gallons for usage: T N/A $9.26

Standpipe or Bulk Water
Charge per 1,000 gallons for usage: $6.00 $10.35 $10.35

Construction Water

1

2

3

4

5

6

7

8

9

10

Cha rge  pe r 1,000 ga llons  for usa ge : $6.00 $10.35 $10.35

S E RVICE  LINE  AND ME TE R INS TALLATIO N CHARG E S  :
11 (Refundable pursuant to A.A.C. R14-2-405)

12

13

14

$575.00
660.00
900.00

1,525.00

$575.00
660.00
900.00

1,525.00
15

16

17 3,360.00 3,360.00

18

5/8" x %" Me te r
W Me te r
1" Me te r

1 %" Me te r
2" Turbine  Me te r
2" Compound Me te r
3" Turbine  Me te r
3" Compound Me te r
4" Turbine  Me te r
4" Compound Me te r
6" Turbine  Me te r
6" Compound Me te r

6,035.00 6,035.00

$520.00
575.00
660.00
900.00

1,525.00
2,320.00
2,275.00
3,110.00
3,360.00
4,475.00
6,035.00
8,050.00

19

20
SERVICE CHARGES:

2 1 $20.00
40.00

22

$20.00
40.00

*

23

24

25

26

Z7

Establishment of Service
Es tablishment of Se rvice  (Afte r Hours )
Re-establishment of Service
Reconnection of Service
Reconnection (De linquent and Afte r Hours)
Charge  for moving mete r
Alte r hours  se rvice  cha rge
Minimum De pos it Re quire me nt
Deposit Inte res t
Mete r Tes t
Meter Re-Read
Charge  for NSF Check
La te  Payment cha rge  for de linquent bill

50.00
40.00
Cost

40.00
* *

3.00%
20.00
10.00
20.00
1.50%

$20.00
40.00

*

50.00
40.00
Cost

40.00
* *

3.00%
20.00
10.00
20.00
1.50%

50.00
40.00
Cost

40.00
* *

Per Rule
20.00
10.00
20.00

***28

4
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1
De fe rre d P a yme nt Fina nce  Cha rge
Ma in Exte ns ion & Additiona l Fa c ility Agre e m e nts

1.50%
***

1.50%
***

***

***

2
T

3

4

The  Compa ny propos e s  tha t irriga tion cus tome rs  be  cha rge d Commodity Cha rge s  in
the  sa me  ma nne r a s  Re s ide ntia l a nd Comme rcia l cus tome rs .
P e r Com m is s ion rule  A.A.C. R-142-403(D).
P e r Com m is s ion rule  A.A.C. R14-2-403(B).
P e r Com m is s ion rule  A.A.C. R14-2-406(B).

5

45. Current rates, the rates proposed by the Company, and the rates proposed by Staff for
6

the  s e we r divis ion a re  a s  follows :
7

Present
Rates

P ropos e d Ra te s

8
Compallv Sta ff

9 MO NTHLY C HAR G E S :

10

11 $2.73
2.67

$6.86
6.70

$5.84
5.71

12

13

14

15

3.58
4.42
3.92

80.00
70.00
80.00

250.00

8.99
11.09
9.84

200.80
175.70
200.80
627.50

7.66
9.46
8.39

171 .20
149.80
171.20
535.0016

Ra te  pe r 1,000 ga l. wa te r usa ge :
Re s ide ntia l
Ca r wa s he s , La undronia ts , comme rcia l,

m a nufa c turing
Hote l a nd Mote ls
Res taurants  .
Indus tria l La undrie s
Wa s te  Ha ule rs
Re s ta ura nt Gre a se
Tre a tme nt P la nt S ludge
Mud S um p Wa s te

17 S E R VIC E  C HAR G E S :

18

19

20

2 1

22

23

$20.00
40.00

*

50.00
40.00

* *

3.00%
20.00

1.50%

40.00

$20.00
40.00

*

50.00
40.00

**

3.00%
20.00

1.50%
***

40.00

$20.00
40.00

*

50.00
40.00

* *

Per Rule
20.00

40.00
24

25

Es ta blis hme nt of S e rvice
Es ta blis hm e nt of S e rvice  (Afte r Hours )
Re -e s ta blis hme nt of S e rvice
Re conne ction of S e rvice
Re conne ction (De linque nt a nd Afte r Hours )
Minim um  De pos it Re quire m e nt
De pos it Inte re s t
Cha rge s  for NS F Che ck
De fe rre d P a yme nt Fina nce  Cha rge
La te  P a yme nt, P e r Month
S e rvice  Ca lls , pe r hour (Afte r Hours  only)
S e rvice  La te ra l Conne ction Cha rge s :

Re s ide ntia l
Com m e rc ia l

Ma in  Exte ns ion  Ta riff

500.00
Cost
Cost

500.00
Cost
Cost

500.00
Cost
Cost

26

27
*

* *

***28

Pe r ComMiss ion rule  A.A.C. R-142-603(D).
Pe r Commiss ion rule  A.A.C. R14-2-603(B).
Pe r Commiss ion rule  A.A.C. R14-Z-608(F).
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46. According to the Company's application, in the test year ended December 31, 2005,

Utility Source's water division had adjusted operating income of ($23,286) on an adjusted OCRB of

47. For its  wa te r divis ion, Utility S ource  re que s ts  a  re ve nue  incre a s e  of $312,361, a nd

1

2

3
$2,753,096, for a (-0.85) percent rate of return.

4

5

6 Staff recommends a revenue increase of $192,858.

7

8 an OCRB and a 1=vRB of $2,753,095.

48. For purposes  of this  proceeding, we  de te rmine  tha t Utility Source 's  wa te r divis ion has

49. The  incre a s e  propos e d by Utility S ource  for its  wa te r divis ion would produce  a n

50. For Utility S ource 's wate r divis ion, a FVROR on FVRB of 6.23 percent is  reasonable

51. For its  wa te r d ivis ion , Utility S ource  is  e n title d  to  a  g ros s  re ve nue  incre a s e  o f

52. The  ra te s  se t he re in for the  Compa ny's  wa te r divis ion produce  a n incre a se  in a nnua l

9

10
excessive return on FVRB.

11

12

13 and appropriate, for the reasons discussed herein.

14

15 $192,858.

16

17 • Q • 5 » Q
revenues for the water division of l10.63 percent which results in a monthly increase of $23.10, from

18 .
$19.89 to $42.99, or 116.14 percent, for the average usage (4,740 gallons/month) 3/4-inch meter

19
20 water customer, and a monthly increase of $22.07, from $19.22 to $41 .29, or 114.83 percent, for the

21 median usage (4,500 gallons/month)3/4-inch meter water customer.

22 53. According to the Company's application, in the test year ended December 31, 2005,

23 Utility Source's sewer division had adjusted operating income of ($22,959) on an adjusted OCRB of

24 $l,l l1,382, for a (-2.07) percent rate of return.

25

26
Staff recommends a revenue increase of $121,549.

27

28

54. For its  s e we r divis ion, Utility S ource  re que s ts  a  re ve nue  incre a s e  of $l39,654, a nd

7 0 1 4 0
- - r
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1
55. For purposes  of this  proceeding, we  de te rmine  tha t Utility Source 's  sewer divis ion has

2 a n  OCRB a n d  FVRB of$1 ,l13 ,582 .

3

4 excessive return on FVRB.

56. The  incre a s e  propos e d by Utility S ource  for its  s e we r divis ion would produce  a n

5

6
and appropriate.

7

57. For Utility S ource 's  s e we r divis ion, a  FVROR on FVRB 8.90 pe rce nt is  re a s ona ble

58. For its  s e we r d ivis ion ,  Utility S ource  is  e n title d  to  a  g ros s  re ve nue  inc re a s e  o f
8
9 $121,549.

10 59. The  ra te s  s e t he re in for the  Company's  s ewer divis ion produce  an increa s e  in annua l

11 revenues  for the  sewer divis ion of 106.71 pe rcent which results  in a  monthly increase  of $14.75, from

12 $12.94 to $27.69, or 114.00 percent, for the average usage (4,740 gallons/month) 3/4-inch meter

13
sewer customer, and a monthly increase of $14.00, from $12.29 to $26.29, or 114.00 percent, for the

14
median usage (4,500 gallons/month) 3/4-inch meter sewer customer.

15

16
60. Utility Source  is  not loca ted within any Active  Management Area , and consequently is

17 not subject to Arizona Department of Water Resources ("ADWR") reporting and conservation rules.

18

19 Qual i ty  ("ADEQ") has determ ined that  the Company's water system (PW S #03-300) has no

20 deficiencies and is delivering water that meets the water quality standards required by the Arizona

21 -Administrative Code.

22

61. Ba s e d on da ta  s ubmitte d by the  Compa ny, the  Arizona  De pa rtme nt of Environme nta l

62. A letter from ADEQ dated March 21, 2006, indicates that the Company's wastewater
23

24 system is in compliance with ADEQ regulations.

25

26 ma ximum conta mina nt le ve l ("MCL") in drinldng' wa te r from 50 pa rts  pe r billion ("ppb") to 10 ppb.

63. The  U.S . Environme n ta l P ro te c tion  Age ncy ("EP A") ha s  re duce d  the  a rs e n ic

27 The  mos t re ce nt a rs e nic  le ve ls  a t Utility S ource  did  not e xce e d 10 ppb for both s ha llow we lls

28

30 DECIS ION rO. 7 0 1 4 0



4

DOCKET no. WS -04235A-06-0303

64. Utility Source  has  no outs tanding Commiss ion compliance  issues .

65.

1 (ble nding a ll five  sha llow we lls  a t ma in be fore  ta nk) a nd the  four de e p we lls . Ba se d on this  a rse nic

2 conce ntra tion, the  Compa ny is  in complia nce  with the  ne w a rse nic MCL.

3

4 _ S ta ffs  re comme nda tion tha t the  Compa ny us e  the  de pre cia tion ra te s  a ppe a ring in

5 Ta ble s  El a nd ET of Exhibit J WL (Exh. S -1, Dire ct Te s timony of J ia n W. Liu, Exh. J WL a t 8-9) is

3 re a sona ble  a nd should be  a dopte d,

8
9 Company's  ra te s  and will be  collected from its  cus tomers , the  Commiss ion seeks  a ssurances  from the

10 Compa ny tha t a ny ta xe s  colle cte d from ra te pa ye rs  ha ve  be e n re mitte d to the  a ppropria te  ta xing

l l a udiority. It ha s  come  to the  Commiss ion's  a tte ntion tha t a  numbe r of wa te r compa nie s  ha ve  be e n

12 unwilling or una ble  to fulfill. the ir obliga tion to pa y the  ta xe s  tha t we re  colle cte d from ra te pa ye rs ,

66. Because an allowance for the property tax expense of the Company is included in the

13 s om e  for a s  m a ny a s  twe nty ye a rs .  It is  re a s ona ble ,  the re fore ,  tha t a s  a  pre ve ntive  m e a s ure  Utility

1 ; S ource  a nnua lly file ,  a s  pa rt of its  a nnua l re port,  a n a ffida vit with the  Utilitie s  Divis ion a tte s ting tha t

16 the  Compa ny is  curre nt in pa ying its  prope rty ta xe s  in Arizona .

17

18 1. Utility S ource  LLC is  a  pub lic  s e rv ice  corpora tion  with in  the  m e a n ing  o f Artic le  XV

19 of the Arizona Constitution and A.R.s. Sections 40=250 and 40-241, -

2 . The  Com m is s ion  ha s  ju ris d ic tion  ove r the  Com pa ny a nd  the  s ub je c t m a tte r o f the

C O NC L US IO NS  O F  L AW

20

21 application.

22 3. Notice of the application was provided in the manner prescribed by law.

23 4. The fair value of Utility Source LLC's water division rate base is $2,753,095, and

24 applying a 6.23 percent fair value rate of return on this fair value rate base produces rates and charges

25 that are just and reasonable.

26 5. The fair value of Utility Source LLC's sewer division rate base is $l,ll3,582, and

27 applying an 8.90 percent fair value rate of return on this fair value rate base produces rates and

28
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ORDER

WATER DIVISION

MO NTHLY US AG E  C HAR G E

5/8" x %" Me te r
m." Mete r
1" Me te r

l %" Me te r
2" Me te r
3" Me te r
4" Me te r
6" Me te r

$18.50
18.50
46.50
92.50

148.00
296.00
462.50
925.00

COMMODITY RATES
5/8" x %" Me te r (Re s ide ntia l & Comme rcia l)
Gallonage  Charge  per 1,000 Gallons

From Ze ro to 4,000 Ga llons
From 4,001 to 9,000 Ga llons
Over 9,000 Ga llons

$4.80
7.16
8.60

%" Me te r (Re s ide ntia l & Comme rcia l)
Gallonage  Charge  per 1,000 Gallons

From Ze ro to 4,000 Ga llons
From 4,001 to 9,000 Ga llons
Over 9,000 Ga llons

$4.80
7.16
8.60

l" Me te r (Re s ide ntia l & Comme rcia l)
Gallonage  Charge  per 1,000 Gallons

From Ze ro to 27,000 Ga llons
Over 27,000 Ga llons

$7.16
8.60

1 :barges tha t a re  just and reasoNable .

2 6. , The  ra te s  a nd cha rge s  e s ta blishe d he re in a re  jus t a nd re a sona ble  a nd in the  public

3 inte res t.

4

5 IT IS  THEREFORE ORDERED tha t Utility S ource , LLC is  he re by a uthorize d a nd dire cte d to

6 tile  with the  Commiss ion, on or be fore  Janua ry 3 l , 2008, the  following schedules  of revised ra te s  and

7 cha rges , which sha ll be  e ffective  for a ll se rvice  rende red on and a fte r Februa ry l, 2008:

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28

1 % " Me te r (Re s ide ntia l & Comme rcia l)
Gallonage  Charge  per 1,000 Gallons

From Ze ro to 57,000 Ga llons $7.16
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Over 57,000 Gallons 8.60

2" Meter (Residential & Commercial)
Gallonage Charge per 1,000 Gallons

From Zero to 94,000 Gallons
Over 94,000 Gallons

$7.16
8.60

3" Meter (Residential & Commercial)
Gallonage Charge per 1,000 Gallons

From Zero to 195,000 Gallons
Over 195,000 Gallons

$7.16
8.60

Gallonage Charge per 1,000 Gallons
From Zero to 309,000 Gallons
Over 309,000 Gallons

Me te r (Re s ide ntia l & Comme rcia l)

1

2

3

4

5

6

7

8

9

10

$7.16
8.60

11

12

6" Me te r (Re s ide ntia l & Comme rcia l)
Gallonage  Charge  per 1,000 Gallons

From Zero to 615,000 Ga llons
Over 615,000 Gallons

$7.16
8.60

13

14
Multi-Familv Mobile home and Commercial
Customers
All consumption per 1,000 gallons:

15
N/A

16
Irrigation Meters
Charge per 1,000 gallons for usage: $9.26

17

18
Standpipe or Bulk Water
Charge per 1,000 gallons for usage: $10.35

19 Construction Water
Charge per 1,000 gallons for usage:

20 $10.35

21

22

23

5/8" x %" Meter
W' Me te r
1" Me te r

1 %" Me te r

24

25

26

27

2" Turbine  Me te r
2" Compound Me te r
3" Turbine  Me te r
3" Compound Me te r
4" Turbine  Me te r
4" Compound Me te r
6" Turbine  Me te r
6" Compound Me te r

$520.00
575.00
660.00
900.00

1,525.00
2,320.00
2,275.00
3,110.00
3,360.00
4,475.00
6,035.00
8,050.0028
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1 S E RVICE  CHARGE S

2

3
$20.00
40.00

*

4

5

6

7

8

9

10

Establishment of Se rvice
Es ta blishme nt of Se rvice  (Afte r Hours )
Re-es tablishment of Service
Reconnection of Se rvice
Re conne ction (De linque nt a nd Afte r Hours ) ,
Charge  for moving me te r
Afte r hours  se rvice  charge
Minimum De pos it Re quire me nt
Deposit Inte res t
Me te r Tes t
Mete r Re-Read
Charge  for NSF Cheek
La te  Payment cha rge  for de linquent bill
Deferred Payment Finance  Charge
Ma in Exte ns ion & Additiona l Fa cility Agre e me nts

50.00
40.00
Cost

40.00
* *

Per Rule
20.00
10.00
20.00

m *

* m

* m

11

12

13

*

=l=*

***

Per Commission rule A.A.C. R-142-403(D).
Per Commission rule A.A.C. R14-2-403(B).
Per Commission rule A.A.C. R14-2-406(B).

14

SEWER DIVISON15

16

17

MONTHLY CHARGES

18

19

$5.84
5.71

20

21

22

Rate  per 1,000 ga l. water usage:
Re s ide ntia l
Car washes , Laundromats , commercia l,

manufacturing
Hote l a nd Mote ls
Restaurants
Indus tria l La undrie s
Waste Haulers
Restaurant Grease
Trea tment Plant Sludge
Mud Sump Waste

7.66
9.46
8.39

171.20
149.80
171.20
535.0023

24

25

26

27

S E RVICE  CHARG E S
Establishment of Se rvice
Es ta blishme nt of Se rvice  (Afte r Hours )
Re-es tablishment of Se rvice
Reconnection of Se rvice
Reconnection (De linquent and Afte r Hours )
Minimum De pos it Re quire me nt .

$20.00
40.00

*

50.00
40.00

* *

28

7 0 1 4 0
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1

2

3

Per Rule
20.00

***

***

40.00

4

5

De pos it Inte re s t
Cha rge s  for NS F Che ck
De fe rre d P a yme nt Fina nce  Cha rge
La te  P a ym e nt, P e r Month .
S e rvice  Ca lls , pe r hour (Afte r HOurs  only)
S e rvice  La te ra l Conne ction Cha rge s :

Re s ide ntia l
Com m e rc ia l

Ma in  Exte ns ion  Ta riff

500.00
Cost
Cost

6

7

*

* *

***

P e r Commiss ion rule  A.A.C. R-142-603(D).
P e r Commiss ion mle  A.A.C. R14-2-603(B).
Pe r Commiss ion rule  A}A.C. R14-2-608(F).

8

9

10

11

12

13

IT IS  FURTHER ORDERED tha t Utility S ource , LLC s ha ll no tify its  cus tome rs  o f the

revised schedules  of ra tes  and charges  authorized here in by means  of an inse rt, in a  form acceptable

to S ta ff; included in its  next regula rly scheduled billing.

IT IS  FURTHER ORDERED tha t Utility S ource , LLC s ha ll us e  the  de pre cia tion ra te s  s e t

forth in Ta ble s  El a nd ET of Exhibit J WL to He a ring Exhibit S -l, by individua l NARUC ca te gory,
14

on a  going-forwa rd ba s is .
15

16

17

18

19 I

20

2 1

22

23

24

25

26

27

28
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P/ ,
7

7/
COMMIS S IONERIO NE R /Clmm1s s 1onERr Us /

IN W ITNE S S  W HE R E O F  1 ,  DE AN s .  MILLE R ,  In te rlm
Exe cutlve  Dlre ctor of the  Arlzona  Corpora tlon Commls s lon,
ha ve  he re unto se t my ha nd a nd ca use d the  officia l s e a l of the
Commlss lon to be  a ffixed a t the  Capltol, in the  Clty of Phoenix,
t h ls  8 3 da y of Q S  A 2008.

%%DEAN M488
INTERIM EXECUTIVE DIRECTOR

D1S S ENT ,/

DIS S ENT ' . _
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1 IT IS  FURTHER ORDERED tha t Utility S ource , LLC s ha ll a nnua lly file  a s  pa rt of its  a nnua l

2 re port,  a n  a ffida vit with  the  Utilitie s  Divis ion  a tte s ting  tha t the  Compa ny is  c u rre n t in  pa ying  its

3 prope rty ta xe s  in Arizona .

4 IT IS  FURTHER ORDERED tha t this  De cis ion s ha ll be come  e ffe c tive  imme dia te ly.

5 BY O R DE R  O F  THE  AR IZO NA C O R P O R ATIO N C O MMIS S IO N.

6

7

8

9

14

13

14

15

16

17

18

19

20

21

22

23

24

25

26

27

28
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1 S ERVICE LIS T FOR: UTILITY SOURCE, L.L.C.

2 DO C KE T NO . : WS-04235A-06;0303

4

5

Richa rd L. S a llquis t
S ALLQ UIS T,  DR UMMO ND & O 'C O NNO R
4500 S . La ke s hore  Drive , S te . 339
Te mpe , Az 85282
Attorne ys  for Utility S ource , LLC

6

7
Utility Source, LLC
721 E. San Pedro
Gilbert, AZ 85234

8

9

10

P onde ros a  Fire  Dis trict
c/o S ta rr La nphe re , Boa rd Cha irma n
P .O. Box 16359
Be lle mont, AZ 86015

11

12

Da vid Hite s ma n
4661 N. Be lle mont S prings
Be lle mont, AZ 86015

13

14

De nnis  J one s
11573 W. Cove  Cre s t
Be lle mont, AZ 86015

15

16

17

Chris tophe r Ke e le y, Chie f Couns e l
Le ga l Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington S tre e t
P hoe n ix, AZ 85007

18

19

20

ErNe s t G. J ohns on, Dire ctor
Utilitie s  Divis ion
AR IZO NA C O R P O R ATIO N C O MMIS S IO N
1200 We s t Wa s hington
P hoe nix, AZ 85007

21

22

23

24

25

26

27

28

3.
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